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COMMONWEALTH OF KENTUCKY 
 

BEFORE THE PUBLIC SERVICE COMMISSION 
 
 
In the Matter of: 
 

ELECTRONIC APPLICATION OF KENTUCKY  ) 
POWER COMPANY FOR (1) A GENERAL  ) 
ADJUSTMENT OF ITS RATES FOR ELECTRIC  ) 
SERVICE; (2) APPROVAL OF TARIFFS AND  ) 
RIDERS; (3) APPROVAL OF ACCOUNTING  )  CASE NO. 
PRACTICES TO ESTABLISH REGULATORY  ) 2020-00174 
ASSETS AND LIABILITIES; (4) APPROVAL OF  ) 
A CERTIFICATE OF PUBLIC CONVENIENCE  ) 
AND NECESSITY; AND (5) ALL OTHER   ) 
REQUIRED APPROVALS AND RELIEF   ) 
 

 
RESPONSES TO REQUESTS FOR INFORMATION TO THE ATTORNEY GENERAL 
OF THE COMMONWEALTH OF KENTUCKY, BY AND THROUGH HIS OFFICE OF 

RATE INTERVENTION, AND KENTUCKY INDUSTRIAL UTILITY CUSTOMERS, 
INC. FROM PSC STAFF 

 
 

 
 

The Office of the Attorney General, Office of Rate Intervention and Kentucky Industrial 

Utility Customers provide the following responses to the Data Requests filed by PSC Staff. 

 

 

 

SPACE INTENTIONALLY LEFT BLANK 

 



 
 

2 
 

DANIEL J. CAMERON 
ATTORNEY GENERAL 

 

 
__________________________________ 
J. MICHAEL WEST 
LAWRENCE W. COOK 
JOHN G. HORNE II 
ASSISTANT ATTORNEYS GENERAL 
700 CAPITAL AVE, SUITE 20 
FRANKFORT, KY 40601-8204 
PHONE:  (502) 696-5433 
FAX: (502) 573-1005 
Michael.West@ky.gov 
Larry.Cook@ky.gov 
John.Horne@ky.gov 
 
/s/ Michael L. Kurtz 
Michael L. Kurtz, Esq. 
Kurt J. Boehm, Esq. 
Jody Kyler Cohn, Esq. 
BOEHM, KURTZ & LOWRY 
36 East Seventh Street, Suite 1510 
Cincinnati, Ohio 45202 
Ph: 513.421.2255 fax: 513.421.2764 
mkurtz@bkllawfirm.com 
kboehm@BKLlawfirm.com 
jkylercohn@BKLlawfirm.com 
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NOTICE AND CERTIFICATION FOR FILING 
 

Undersigned counsel provides notice that the electronic version of the paper has been 
submitted to the Commission by uploading it using the Commission’s E-Filing System on this 2nd 
day of November, 2020, and further certifies that the electronic version of the paper is a true and 
accurate copy of each paper filed in paper medium. Pursuant to the Commission’s March 16, 2020, 
and March 24, 2020, Orders in Case No. 2020-00085, Electronic Emergency Docket Related to 
the Novel Coronavirus Covid-19, the paper, in paper medium, will be filed at the Commission’s 
offices within 30 days of the lifting of the state of emergency. 

 
CERTIFICATE OF SERVICE 

 
 Undersigned counsel certifies that it has transmitted on this 2nd day of November 2020, 
via electronic mail messages, these Requests for Information and the accompanying Read1st file 
for the electronic filing to the parties of record at the electronic mail addresses listed below. The 
Commission has not excused any party from electronic filing procedures for this case. 
 
 
Mark R. Overstreet 
Katie M. Glass 
Stites & Harbison 
421 West Main Street 
P. O. Box 634 
Frankfort, Kentucky 40602-0634 
moverstreet@stites.com 
kglass@stites.com 
 
Christen M. Blend 
American Electric Power Service Corporation  
1 Riverside Plaza, 29th Floor  
Post Office Box 16631 
Columbus, Ohio  43216 
cmblend@aep.com 
Counsel for Kentucky Power Company 
 
Joe F. Childers 
Joe F. Childers & Associates 
300 Lexington Building  
201 West Short Street 
Lexington, Kentucky 40507 
joe@childerslaw.com 
 
Matthew E. Miller 
Sierra Club 
2528 California Street 
Denver, Colorado  80205 
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matthew.miller@sierraclub.org 
Counsel for Sierra Club 
 
Thomas J. FitzGerald 
Counsel & Director 
Kentucky Resources Council, Inc. 
Post Office Box 1070 
Frankfort, Kentucky  40602 
fitzkrc@aol.com 
Counsel for Joint Intervenors Mountain Association, Kentuckians for the Commonwealth, and 
Kentucky Solar Energy Society 
 
Michael A. Frye 
Jenkins Fenstermaker, PLLC 
325 Eight Street 
Huntington, WV  25701 
maf@JenkinsFenstermaker.com 
lal@JenkinsFenstermaker.com 
Counsel for SWVA Kentucky, LLC 
 
Don C. A. Parker 
Spilman Thomas & Battle, PLLC  
300 Kanawha Blvd, East  
Charleston, WV 25301  
dparker@spilmanlaw.com 
  
Barry A. Naum 
Spilman Thomas & Battle, PLLC  
1100 Bent Creek Blvd., Suite 101 
Mechanicsburg, PA 17050 
bnaum@spilmanlaw.com 
  
Carrie H. Grundmann  
Spilman Thomas & Battle, PLLC  
110 Oakwood Drive, Suite 500  
Winston-Salem, NC 27103  
cgrundmann@spilmanlaw.com 
Counsel for Walmart Inc. 
 
Randal A. Strobo 
Clay A. Barkley 
David E. Spenard 
STROBO BARKLEY PLLC   
239 S. Fifth Street, Suite 917 
Louisville, Kentucky 40202  
Phone: 502-290-9751 
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Facsimile: 502-378-5395 
Email: rstrobo@strobobarkley.com 
Email: cbarkley@strobobarkley.com 
Email: dspenard@strobobarkley.com 
Counsel for KYSEIA 
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WITNESS/RESPONDENT RESPONSIBLE: 
Stephen J. Baron 
 
QUESTION No. 1 
PAGE 1 of 1 
 
Refer to the Direct Testimony of Stephen J. Baron (Baron Testimony), page 15, lines 14–20, 
through page 16, lines 1–10, and Figure 1. Provide the source, workpapers, and data in Excel 
spreadsheet form with all cells unprotected and accessible used to generate Figure 1. 
 
RESPONSE:  
 
See attached file. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Stephen J. Baron 
 
QUESTION No. 2 
PAGE 1 of 1 
 
Refer to the Baron Testimony, page 5, lines 10–14. Provide a list of the alternative methodologies 
for production cost allocation that Mr. Baron alleges would result in a more accurate cost of service 
study for Kentucky Power, and provide an explanation why each alternative methodology is more 
accurate. 
 
RESPONSE:  
 
Mr. Baron’s referenced testimony states: “While I believe that alternative methodologies for 
production cost allocation that focus more extensively on the summer system peak, which drives 
the need for capacity on the KPCo system, can be considered the 12 CP study filed by the Company 
is appropriate in this case to assess the reasonableness of class rates, relative to the cost of 
providing service.” (emphasis added).  Alternative cost of service studies that can be considered 
include a 6 CP methodology, as used by AEP East Operating Company Appalachian Power 
Company in Virginia, a 1 CP methodology and a 5 Highest Summer CP methodology, which is 
used to allocate capacity responsibility in the AEP East Zone among LSEs.  To the extent that 
these other methodologies focus on the system peaks that drive the need for capacity, they provide 
a more appropriate allocator for fixed, demand related generation costs.  
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WITNESS/RESPONDENT RESPONSIBLE: 
Stephen J. Baron 
 
QUESTION No. 3 
PAGE 1 of 1 
 
Refer to the Baron Testimony, page 22, lines 17–18. Explain and quantify the substantial subsidies 
that Mr. Baron alleges will continue even if Kentucky Power’s proposed Tariff NMS II is accepted 
as filed. 
 
RESPONSE:  
 
Mr. Baron has not performed any analysis or quantification of these subsidies.  Such subsidies 
would occur as a result of a CG (customer generation) customer’s ability to offset the customer’s 
own usage with solar production.  To the extent that such customer utilizes the Company’s 
generation, transmission and distribution system at times when such solar generation is not 
available to offset the customer’s usage, the CG customer must rely on KPCo’s generation, 
transmission and distribution systems.  If the solar generation reduces the customer’s payments 
under the standard tariff, the resulting net charges paid by the CG customers would likely not be 
sufficient to cover the costs incurred by the Company to provide the generation, transmission and 
distribution service.  Effectively, during the limited hours the customer must buy power from the 
utility due to insufficient solar generation, the customer is not likely to pay enough to cover the 
full fixed costs of the generation, transmission, and distribution systems used to serve that 
customer.  In this event, the CG customer receives a subsidy, regardless of whether the net 
exported energy is priced at avoided cost.  Unlike a traditional industrial customer with 
cogeneration, for example, a CG solar customer does not pay a standby rate for backup power to 
supply energy when the customer’s own generation is not available. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Stephen J. Baron 
 
QUESTION No. 4 
PAGE 1 of 1 
 
 
Refer to the Baron Testimony, page 15, lines 10–12. Kentucky Power’s 12 CP share of American 
Electric Power Company’s (AEP) load service entity (LSE) costs are currently about 5.6 percent 
of the total AEP LSE amount. Explain whether Kentucky Power’s share of AEP LSE costs would 
be more equitable if the LSE costs were allocated based on Kentucky Power’s contribution at the 
PJM Interconnection (PJM) 1 CP share rather than their 12 CP share. 
 
RESPONSE:  
 
The transmission issue identified in Mr. Baron’s testimony is the disparity between the “KPCo + 
KY State Transco” standalone transmission revenue requirement vs. the current approach of 
assigning KPCo and each of the other Operating Companies a load responsibility share of the total 
AEP LSE transmission revenue requirements.  A substitution of a 1 CP allocator for the current 
12 CP allocator would not address this cost disparity issue. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Richard A. Baudino 
 
QUESTION No. 5 
PAGE 1 of 1 
 
Refer to the Direct Testimony of Richard A. Baudino (Baudino Testimony), page 23, line 14, and 
page 24, line 7. Explain whether Institutional Brokers’ Estimate System (IBES) is the same source 
as Yahoo! Finance, and if not, whether IBES or Zacks is one of the three sources used for Mr. 
Baudino’s analysis.  
 
RESPONSE:  
 
According to Yahoo! Finance, the analysts estimates are provided by Refinitiv.  It did not state 
whether Refinitiv provided IBES growth rate estimates, although Refinitiv does compile IBES 
performance data, among other things. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Richard A. Baudino 
 
QUESTION No. 6 
PAGE 1 of 1 
 
Refer to the Baudino Testimony. Provide all exhibits in Excel spreadsheet format with all formulas 
intact and unprotected and all rows and columns accessible.  
 
RESPONSE:  
 
Please refer to the attached excel spreadsheet Kentucky Power October 2020 ROE. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Richard A. Baudino 
 
QUESTION No. 7 
PAGE 1 of 1 
 
Refer to the Baudino Testimony, page 25, lines 9–10, and Exhibit RAB- 4. Provide the rationale 
and support for estimating the expected dividend yield by multiplying the current dividend yield 
by one plus one half the expected growth rate. 
 
RESPONSE:  
 
The purpose of multiplying the current dividend yield by 1 plus 1/2 the expected growth rate is to 
estimate the dividend yield that will be in effect in the next year for the proxy group.  Using the 
full expected growth rate will overestimate the expected dividend yield for the proxy group unless 
every utility company in the group raises its current dividend at the beginning of the next calendar 
quarter and continues that increased dividend throughout the next year.  Such an assumption is 
highly unlikely of being realized.  Using 1/2 the expected growth rate assumes that the group as a 
whole increases the dividend in the middle of next year and recognizes the differences in dividend 
policy and timing of dividend increases for individual companies in the proxy group. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Richard A. Baudino 
 
QUESTION No. 8 
PAGE 1 of 1 
 
Refer to the Baudino Testimony, page 25, and Exhibit RAB-4.  
 

a. Explain why it is appropriate to use both dividend and earnings growth rates in the DCF 
calculations rather than solely earnings growth rates. 
b. If it is appropriate to include the dividend growth rate in the DCF calculation, explain 
why it is accorded a 25 percent weight in the calculation. 

 
RESPONSE:  
 
a. and b. It is appropriate to include Value Line's dividend growth forecast given the fact that 
dividend income is a significant portion of the total return for regulated utility companies.  Value 
Line is an important and influential sources of information for investors, so it is reasonable to 
include forecasted dividend growth in the DCF calculations.  Expected earnings growth is also 
important to investors and studies have shown investors rely primarily on earnings growth 
forecasts when formulating their total return expectations.  Therefore, earnings growth forecasts 
should be weighted more heavily in the expected growth portion of the DCF formula.  Mr. 
Baudino's recommended DCF formulation thus weights earnings growth forecasts 75% and 
dividend growth 25%.  In this particular case, dividend growth is at the top of the average and 
median growth rate ranges for the proxy group, as shown in Exhibit No. ___(RAB-4). 
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WITNESS/RESPONDENT RESPONSIBLE: 
Richard A. Baudino 
 
QUESTION No. 9 
PAGE 1 of 1 
 
Refer to the Baudino Testimony, page 30, lines 3–4 and Exhibit RAB- 5.  
 

a. Explain the rationale and support for Mr. Baudino’s assertion that it is appropriate to use 
book value growth rates in the calculations. 
b. Explain why the reasoning for not using average growth rates in the CAPM analysis 
does not apply to the DCF analysis. 
c. Provide the average growth rates applicable to the earnings and book value figures. 

 
RESPONSE:  
 
a. DCF theory posits that growth in earnings, book value, and dividends are equal in the 
constant growth form of the model, which is used in Exhibit No. ___(RAB-5).  Using the average 
of both earnings and book value growth assumes that these two forecasts will essentially converge 
over the long run. 
 
b. Mr. Baudino used both the average and median values for the growth forecasts for the 
proxy group. 
 
c. The average earnings growth rate was 11.35% and the average book value growth rate was 
7.65%. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Richard A. Baudino 
 
QUESTION No. 10 
PAGE 1 of 1 
 
Refer to the Baudino Testimony, page 31, lines 7–12. 
 

a. Explain why the average income return for 20-year Treasury bonds is used in the 
calculation as opposed to the 30-year Treasury bond. 
b. Provide the average income return for 30-year Treasury bonds over the 1926–2019 
period. 
c. For the purposes of this study, explain why the historical risk premium should not have 
the growth rate in the P/E ratio subtracted out, since that is, in part, reflective of the risk 
premium investors expect in order to invest in stocks over government bonds. 

 
RESPONSE:  
 
 a. The D&P data uses 20-year Treasury bonds as its source for long-term government 

bond income returns and total returns.  It does not use 30-year Treasury bonds. 
 
 b. The data is not available for 30-Year Treasury bonds. 
 
 c. Indeed, the growth rate in the P/E ratio is a part of the long-term historical risk 

premium and if investors expect that the future risk premium will be similar to past history, 
then one would include the P/E ratio inflation in the historical risk premium estimate.  
However, in the publication 2019 Cost of Capital: Annual U.S. Guidance and Examples, 
Chapter 3: Basic Building Blocks of the Cost of Equity Capital - Risk-free Rate & Equity 
Risk Premium from the Cost of Capital Navigator, D&P stated that Ibbotson and Chen 
removed P/E inflation in their study of the forecasted expected risk premium (ERP) in an 
attempt to estimate the ERP that could have been expected given the underlying economic 
changes in the aggregate.  Their so-called supply side modeling determined that the long-
term ERP that could have been expected based on underlying economics was less than the 
realized ERP. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Richard A. Baudino 
 
QUESTION No. 11 
PAGE 1 of 1 
 
Refer to the Baudino Testimony, page 32, lines 7–11. Provide a detailed explanation of how Duff 
and Phelps calculated its normalized risk-free rate using its measure of the “real risk free rate” and 
expected inflation. 
 
RESPONSE:  
 
The methodology used by Duff and Phelps to estimate its normalized risk-free rate is explained in 
detail in the publication 2019 Cost of Capital: Annual U.S. Guidance and Examples, Chapter 3: 
Basic Building Blocks of the Cost of Equity Capital - Risk-free Rate & Equity Risk Premium from 
the Cost of Capital Navigator. 

Duff and Phelps (D&P) reviews and evaluates (i) various "build-up" methods and (ii) simple 
averaging in estimating a normalized rate.  With respect to estimating a real risk-free rate, D&P 
analyzed academic studies and research and, based on that analysis, selected a real rate estimate 
range of 0.0% - 2.0%.  For expected inflation, D&P evaluated several approaches that included: 

• The difference between the yield on a 20-year U.S. government bond and the yield on a 20-
year U.S. TIPS (inflation protected securities). 

• A "five-year-forward, five-year ahead" inflation rate that is extracted from interest rate swap 
markets. 

• A collection of well-established surveys of long-term inflation estimates. 

Based on this analysis, D&P settled on a range for the estimated inflation forecast of 2.1% - 2.5%.  
Adding the real rate range to the inflation forecast range resulted in a range of estimated long-term 
normalized risk-free of 2.1% - 4.5%.  This was based on data ending December 31, 2018.  Please 
note that Chapter 3 has not been updated through 2019 at the time Mr. Baudino prepared this 
response.  However, please refer to the attached data release from D&P dated July 9, 2020 that 
discusses its selection of 2.5% as its current normalized risk-free rate of return. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Richard A. Baudino 
 
QUESTION No. 12 
PAGE 1 of 1 
 
Refer to the Baudino Testimony, page 34, lines 1–14. To the extent possible, provide a comparison 
of what the proxy group betas were in the previous five years that supports the contention that the 
current average beta value is a short-term phenomenon. 
 
RESPONSE:  
 
Mr. Baudino did not assemble the historical betas for the last five years for each company in the 
proxy group.  To do so would require substantial time and effort on Mr. Baudino's part to go 
through his work papers from cases in which he has testified over the last five years in an attempt 
to determine whether the Value Line data exists for each company.  Mr. Baudino's position is 
supported by the large and abrupt increase in beta values from the beginning of the year, as shown 
in his Direct Testimony.   
 
As further support of this position, please refer to Mr. Baudino's Direct Testimony from Kentucky 
Power Company's last  two rate cases, Case No. 2014-00396 and Case No. 2017-00179.  These 
two pieces of testimony are attached to this data request response.  Please refer to Exhibit No. 
___(RAB-5), page 2 of 2 of his Direct Testimony in Case No. 2014-00396.  The comparison group 
average beta in that case was 0.75.  Next, please refer to Exhibit No. ___(RAB-5), page 2 of 2 of 
Mr. Baudino's Direct Testimony in Case No. 2017-00179.  The average beta for the proxy group 
in that case was 0.67.  The two beta values from these prior cases, 0.75 and 0.67, are significantly 
below the increased beta value for the proxy group in this case, which is 0.87.  The companies in 
these proxy groups from the two prior cases are different from the current case, but the resulting 
historical betas are consistent with Mr. Baudino's experience in other cases with different proxy 
groups. 
 
In addition, these are the proxy group betas from Mr. Baudino's cost of equity testimonies filed 
between January 2019 and April 2020, which will provide additional support for substantially 
lower electric utility betas prior to the proxy group beta Mr. Baudino calculated in this proceeding: 
 
Docket No. UD-18-07, February 2019, Entergy New Orleans, LLC - 0.60 
PUC Docket No. 49494, July 25, 2019, AEP Texas, Inc. - 0.59 
Case No. 2019-00271, Duke Energy Kentucky, December 31, 2019 - 0.60 
Docket No. E-7, SUB 1214, Duke Energy Carolinas, LLC, February 12, 2020 - 0.56 
PUC Docket No. 49831, Southwestern Public Service Company, February 10, 2020 - 0.60 
Docket No. E-2, SUB 1219, Duke Energy Progress, LLC, April 13, 2020 - .56 
 
Please refer to Mr. Baudino's attached testimonies for the detailed calculations and support.  
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WITNESS/RESPONDENT RESPONSIBLE: 
Lane Kollen 
 
QUESTION No. 13 
PAGE 1 of  2 
 
 
Refer to the Direct Testimony of Lane Kollen (Kollen Testimony), page 38, lines 4–9. Explain 
whether Mr. Kollen has additional evidence to support the assertion that the percentage of Edison 
Electric Institute (EEI) dues identified as influencing legislation is not all inclusive and should be 
higher, and provide a copy of the additional support. 
 
RESPONSE:  
 
In 1984, the issue of whether electric utility companies should be allowed to recover dues paid to 
the Edison Electric Institute (EEI) garnered national attention.1 As a result, the National 
Association of Regulatory Utility Commissioners started to audit EEI records. Each year, NARUC 
would publish a breakdown by operating expense category depicting how EEI utilized dues 
received from its member utilities. It is Mr. Kollen’s understanding that NARUC ceased this 
practice in approximately 2005.   

It is Mr. Kollen’s understanding that the first published decision arising from a litigated case in 
which the Kentucky Commission addressed EEI dues was Case No. 10064.2 The Commission 
excluded approximately 87% of the $164,390 in dues because the Company had failed to show a 
direct benefit to ratepayers. I have attached a copy of this decision Exhibit__(LK-PSC-13-1).  

The Commission continued this practice of excluding EEI dues in LG&E’s next rate case (Case 
No. 90-158, attached as Exhibit__(LK-PSC-13-2)),3 and in a 1992 ULH&P rate case (Case No. 
91-370, attached as Exhibit__(LK-PSC-13-3)).4  

The most recent litigated cases in which the Commission addressed the issue of whether EEI dues 
should be included for ratepayer recovery are Case Nos. 2003-004335 and 2003-00434.6 In those 
cases, LG&E had sought ratepayer recovery of $195,4017 in expense for dues the company paid  

                                                           
1 See, e.g. the following New York Times article from July 21, 1984: 
https://www.nytimes.com/1984/07/21/business/utility-group-criticized-on-funds-for-
lobbying.html?searchResultPosition=1  
2 In Re: Adjustment of Gas and Electric Rates of Louisville Gas & Electric Co., Final Order dated July 1, 1988, pp. 
58-60 (affirmed on rehearing, Order dated Aug. 10, 1988).  
3 Final Order dated Dec. 21, 1990, pp. 35-36, excluding 100% of dues.  
4 Final Order dated May 5, 1992, pp. 47-48, excluding allocated membership dues of $50,993.  
5 In Re: An Adjustment Of The Gas And Electric Rates, Terms, And Conditions Of Louisville Gas And Electric Co., 
Final Order dated June 30, 2004.   
6 In Re: An Adjustment Of The Electric Rates, Terms, And Conditions Of Kentucky Utilities Co.. Final Order dated 
June 30, 2004.   
7 Case No. 2003-00433, Final Order dated June 30, 2004, p. 52, fn 112.  

https://www.nytimes.com/1984/07/21/business/utility-group-criticized-on-funds-for-lobbying.html?searchResultPosition=1
https://www.nytimes.com/1984/07/21/business/utility-group-criticized-on-funds-for-lobbying.html?searchResultPosition=1
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QUESTION No. 13 
PAGE 2 of  2 
 

to EEI, while KU sought $147,837 for the same purpose.8 In response to post-hearing data requests 
of PSC Staff and the Attorney General, item no, 11, the companies provided the NARUC 
Operating Expense Categories from NARUC’s then-most recent audit of EEI. 9 Those expense 
categories included: (a) legislative advocacy; (b) legislative policy research; (c) regulatory 
advocacy; (d) regulatory policy research; (e) advertising; (f) marketing; (g) utility operations &  
engineering; (h) finance, legal, planning and customer service; and (i) public relations. The 
Commission excluded EEI dues expense related to legislative advocacy, regulatory advocacy, and 
public relations. The Commission found those three categories accounted for 45.35% of the EEI 
dues.10  

Mr. Kollen believes that the Commission could find that an additional adjustment is necessary in 
order to exclude that portion of EEI dues relating to advertising and marketing, which clearly 
provide no direct ratepayer benefit. Based on NARUC’s most recent Operating Expense Category 
breakdown as provided in LG&E-KU’s responses to post-hearing data requests, advertising 
accounts for 2.62% of EEI dues, while marketing accounts for 5.84%. Thus the Commission could 
remove an additional 8.6% of KPCo’s EEI dues from ratepayer recovery if it chooses. Mr. Kollen 
believes such a decision would be well-founded.   

In the current case, the EEI invoice KPCo provided in response to AG-KIUC 2-44 identifies only 
a certain portion of the dues that go toward “influencing legislation.” Clearly, the invoice fails to 
identify what portion of the dues go toward the other two expense categories the Commission has 
previously identified: regulatory advocacy and public relations. Moreover, KPCo has failed to 
provide any information establishing that EEI dues provide a direct ratepayer benefit. For that 
reason, Mr. Kollen believes that his recommended adjustment of 45.35% of all dues is both 
conservative, and well-founded.    

 

 
  

                                                           
8 Case No. 2003-00434, Final Order dated June 30, 2004, p. 45, fn 100.  
9 Accessible at: https://psc.ky.gov/PSCSCF/2003%20cases/2003-00434/KU_Response_051704.pdf 
10 Case No. 2003-00434, Final Order dated June 30, 2004 at 45 (resulting in an exclusion of $67,044); and Case No. 
2003-00433, Final Order dated June 30, 2004 at 51-52 (resulting in an exclusion of $88,614). I have attached copies 
of the 2003-00433 and 2003-00434 Final Orders as Exhibit__(LK-PSC-13-4), and Exhibit__(LK-PSC-13-5), 
respectively.   

https://psc.ky.gov/PSCSCF/2003%20cases/2003-00434/KU_Response_051704.pdf
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system peaks are weighted by a given month's relative probability 

of attaining the annual system peak,llO KIOC concluded that 

LG&E's electric cost-of-service study could not be used because it 

does not properly assign costs to customer classes. KIUC argued 

that the BIP method ia deficient because it allocates a portion of 

demand-related production and transmission costs on an energy 

basis and assigns too much of the remaining weight to LG&E'a 

winter system peak,lll 

According to LG&E, the POP method proposed by KIUC results in 

an assignment of nearly 90 percent of the weight of production and 

transmission coats to the coincident peaks that occurred during 

the summer .. months· . of July" ·and August, with over 97 percent 

assigned to the June-September period,112 LG&E further contended 

that the POP method leads directly to a class allocation in which 

the lighting schedules, Rates PSL, OL, and SLE, are assigned no 

portion of the production and transmission demand-related coats 

even though customers served under those rate schedules have 

access to power whenever they desire it,113 KIUC even stated that 

"demand-related fixed coats are incurred due to the utility's 

obligation to provide service when requestedM,114 LG&E stated 

that the BIP method is superior to the POP method in reflecting 

110 Kalcic Direct Testimony, page ll. 

lll Id., page 10. 

112 Brief of LG&E, page 122. 

113 Id., pages 122-123, 

114 Kalcic Direct Testimony, page 8. 
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the realities of cost incurrence on ita ayatem and should be used 

in the analysis of cost of service,115 

The Commission continues to believe that the BIP method ia 

appropriate aa 

coats to the 

a means of allocating production and transmission 

customer claaaea. The BIP method recognises that 

LGiE's embedded production and transmission coats were incurred to 

meet all customer demand, not just that which ia coincident with 

system peak. KIOC'a proposed POP method places too much weight on 

coincident peak demand, If any customer has access to electricity 

whenever it is demanded, that customer should bear the 

responsibility of some portion of demand-related coats. 

LOiE'• ·:electric·· coat-of-service· study ia acceptable and 

should be used as a starting point for electric rate design. 

Gas Cost-of-Service Study 

LOiE filed a fully embedded gas cost-of-service study to 

allocate costs among the classes of service on the basis of cost 

incurrence and to determine the relative contribution that each 

rate class makes to overall return on net rate base. Pursuant to 

a Commission 

customers in 

directive in Case No. 10064, LGiE disaggregated its 

this coat-of-service study into the following 

classes: Residential Rate G-1, Commercial Rate G-1, Industrial 

Rate G-1, commercial Rate G-6, Industrial Rate G-6, and Fort Knox 

115 Brief of LG•E, page 123. 
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Special Contract,116 For purposes of this study, LG&E combined 

the sole customer served under uncommitted Gas Service Rate G-7 

with Industrial Rate G-6.117 LG&E stated, however, that the 

provision of service to Rate G-7 customers is markedly different 

from that provided to Rate G-6 customers,118 

LG&E did not disaggregate the customer classes further into 

transportation and sales categories. LG&E contended that since 

all transportation customers may purchase any portion of their 

annual gas requirements under the applicable sales rate schedules, 

and since all but one of its transportation customers purchased 

sales gas during the test year, a disaggregation of transportation 

··.customers would-·be··unnecessary,119 

LG&E's cost-of-service model consists of the following steps: 

(1) costs are assigned to the major functional groups (underground 

storage, transmission, distribution general, distribution 

structures, distribution mains, distribution services, 

distribution meters, customer accounting, and customer services)1 

(2) functionali:zed costs are then classified into demand, 

commodity, and customer components1 and then (3) classified costs 

116 In the Commission's Order in Case No. 10064 dated July l, 
1988, at page 81, LG&E was directed to address, in its next 
rate case, an assertion made by KIUC that LG&E's 
cost-of-service study did not fully disaggregate its various 
classes of customers. 

117 walker Exhibit 2, page 1. 

118 !.2· 

119 Brief of LG&E, page 125, 
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are allocated to LG&E's rate classes.120 LG&E's gas 

cost-of-service methodologies are consistent with those approved 

by the commission in Case No. 10064. 

The AG criticized several allocation methodologies used by 

LG&E and suggested alternative allocation factors. The AG, 

however, did not conduct a cost-of-service study incorporating his 

recommended allocation factors.121 

The AG proposed to allocate exactly half of the 

demand-related underground storage and transmission costs on the 

basis of extreme winter seasonal requirements and design-day 

demand, the. same factor LG&E used to allocate all of the storage 

and ·tranamission- •. demand .coats in its coat-of~service study, The 

AG recommended that the other half be allocated on the basis of 

total class usage.122 

Similarly, the AG proposed to allocate half of the 

commodity-related storage and transmission coats on the basis of 

design-day demand, with the other half allocated on the basis of 

total class usage.123 

The AG proposed to allocate one-third of the costs associated 

with distribution structures and equipment on the basis of class 

120 Walker Exhibit 2, page 2. 

121 1 mb 26 9 T.E., Vo ume VII, Nove er , l 90, pages 12-13. 

122 Sheehan Direct Testimony, pages 10-11. 

123 Id., page 12. 
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design-day demand, with the remaining two-thirds allocated on the 

basis of total class usage.124 

Finally, the AG recommended substituting a usage-based 

allocator or a different customer-baaed allocator for LGiE's 

customer-based allocator for the allocation of coats associated 

with customer accounting and customer service expensea.125 

The AG has provided no evidence to support the reasonableness 

of his coat-of-service allocation methodologies. In fact, when 

asked to explain the basis for one of his proposed methodologies, 

the AG's witness vaguely characterized it as "rule of thumb" and 

"reasonable at a first glance. 11126 Be also indicated that some of 

·his other. ·: recommended.. methodologies could be similarly· 

described. 127 Explanations such as that hardly support the 

reasonableness of the AG's recommended allocation methodologies. 

Furthermore, the AG is unable to quantify the effect his 

recommendations will have on class rates of return.128 

considering the lack of support for the AG's recommendations, the 

Commission is unable to adopt them as alternatives to LGiE'a 

allocation methodologies. 

KIUC criticized LG'E's gas cost-of-service study because it 

does not establish separate classes for transportation customers 

124 Id., page 14. 
125 Id., pages 16-19. 

126 T.E., Volume VII, November 26, 1990, page 54. 
127 Id., pages 55-56. 
128 Id., page 58. 
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and sales customers. It contended this absence renders the study 

useless with respect to the design of cost-based transportation 

rates.1 29 

KIUC asserted that the cost incurrence characteristics of 

transportation service are significantly different from those of 

sales service based on an analysis of load factor and customer 

size data for G-1 and G-6 sales and transportation customers. 

KIUC contended that the larger load factors and customer sizes of 

transportation customers indicate "radically different" cost 

incurrence,130 and asserted that the gas cost-of-service study 

should disaggregate transportation customers from sales customers. 

· KIUC<· 'presented· ·an· ·alter-native gas· cost-of-service study in 

which commercial and induatrial G-1 and G-6 customers are 

into separate sales classes and disaggregated 

transportation 

further 

classes. With respect to the allocation 

methodologies utilized to assign costs to these clasaes, KIUC 

adopts the same methodologies employed by LG&E in its study,13l 

KIUC's reliance on load factor and customer size data to 

prove a significant difference in cost incurrence characteristics 

is not sufficient to convince the Commission that such an extreme 

cost differential exists. LG&E bas clearly shown that all but one 

of its transportation customers also relied upon and used sales 

129 Eisdorfer Direct Testimony, page 3. 
130 Id., page 6. 
131 Id,, pages 8-9. 
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service to some degree during the test year.132 Thia ability of 

transportation customers to rely upon and use sales services is a 

privilege not adequately considered by KIUC in its analysis. Nor 

does KIUC'a analysis acknowledge that LG'B's distribution system 

is constructed in a manner so as to provide sales service to these 

customers whenever such service is demanded. These factors must 

be considered when attempting to determine differences in cost 

incurrence characteristics between customers. 

lacks such consideration and analysis. 

KIOC's evidence 

LG&E has stated that certain differences exist in the 

provision of service to Rate G-6 customers and Rate G-7 

customers, 133 · · ·Yet . ·.LG'E · ·combined· its· one G-7 ·customer with the 

Rate G-6 class for purposes of its coat-of-service study. LG&E 

should, in subsequent cost-of-service studies, fully disaggregate 

Rate G-7 customers from those served under Rate G-6. 

LG,E's gas cost-of-service study is acceptable and should be 

used as a starting point for gas rate design. 

Revenue Allocation 

Based on the results of its electric cost-of-service study, 

LG&E proposed to allocate increases to all customer classes 

ranging from 7,4 percent for the residential and street and 

outdoor lighting classes to 5.9 percent for the general service 

and special contract classes. LG&E indicated that its allocation 

132 T.E., Volume VII, November 26, 1990, page 93. 

133 Walker Exhibit 2, page l. 
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methodology was designed to achieve a better balance between class 

rates of return while maintaining rate stability and continuity. 

LG&E proposed to allocate the full amount of the gas increase 

to the General Service ("G-l") rate. This proposal was based on 

the results of LG&E's cost-of-service study which showed that the 

rate of return for the residential class, which is served under 

the G-l rate schedule, was significantly below rates of return for 

other classes. LG&E proposed no increases for its interruptible 

rate classes, G-6 and G-7, or for the Fort Knox special contract. 

KIUC, based on its electric cost-of-service study, proposed 

allocations ranging from a 5.6 percent decrease for Carbon 

,Graphite, a, contract customer,.to a ,13-.l percent increase for the 

residential class. On gas, KIOC proposed decreases for G-l and 

G-6 industrial transportation customers. The amount of the 

decreases were dependent on the amount by which the Commission 

reduced LG&E's requested gas increase, None of the other inter­

venors offered specific allocation recommendations. 

LG&E's allocation proposals are supported by its cost-of­

service analyses and are consistent with the Commission's goals of 

gradualism and rate continuity. Having accepted LG&E's cost-of­

service studies, the Co111111ission finds that the resulting 

allocation proposals produce an equitable distribution of the 

revenue increases granted and shall be reflected in the rate 

design approved herein. 

Electric Rate Design 

LG&E proposed generally uniform increases in customer, demand 

and energy charges with some changes in its existing tariffs and 
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rate design. The changes included: switching from a minimum bill 

to a customer charge for its water heating, space heating, and 

traffic lighting rates; changes in demand ratchets that would 

impact the billing demands for large commercial and industrial 

customers; seasonal billing demands for industrial customers 

served under rate LP; and making time-of-day rates available for 

smaller sized 

LG&E proposed 

industrial and commercial customers. 

changes in Public Street Lighting 

In addition, 

("PSL") and 

Outdoor Lighting ("OL") rates to equalize the prices, by lumens of 

output, between mercury vapor and high pressure sodium lights. 

LG&E also proposed to revise its interruptible service rider by 

·increasing the monthly demand·credit to $3.30 per KW. 

Louisville opposed LG&E's proposed changes to the PSL rates 

contending that the marginal cost pricing methodology employed by 

LG&E unfairly impacted Louisville with its older, more fully 

depreciated street lighting system. Louisville recommended an 

alternative rate schedule based on embedded costs and proposed to 

be separated from 

special contract 

classification. 

LG&E's 

or by 

other PSL customers either through a 

establishing a separate tariff 

Jefferson et al. proposed changing LG&E's residential rate 

structure from a flat summer rate and declining block winter rate 

to inverted 

al. opines 

Commission's 

issues of 

block rates in both summer and winter. Jefferson et 

that LG&E was deficient in its response to the 

directive in Case No. 10064 that LG&E address the 

inverted block rates in the summer and declining block 
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winter rates,134 Jefferson et al., based on its analysis of 

LG&E's cost-of-service study, contends that LG&E's 

temperature-sensitive loads (summer air conditioning and winter 

heating) have a major impact on LG&E's costs and the allocation of 

those costs. Jefferson et al. proposes that LG&E's cost recovery, 

through rates, should also reflect the impact of these 

temperature-sensitive loads. 

Jefferson et al.'s proposal would reduce LG&E's energy rate 

for the first 600 KWH to 5.435¢ on a year-round basis compared to 

LG&E's existing rates of 6.402¢ and S.833¢ in the summer and 

winter, respectively. Jefferson et al. would increase the rate 

for, sal-es ·over 600·t<we to·8;189¢ 'in·the .. summer and 6.227¢ in the 

winter compared to the existing rates of 6.402¢ in summer, and 

4.528¢ in winter. These rates were based on Jefferson et al.'s 

analysis of LG&E's temperature-sensitive costs using the base, 

winter, and su111111er demands from LG&E's cost-of-service study and 

using one month of the test year, October 1989, as the measure of 

LG&E's non-temperature-sensitive load. 

LG&E argues that while unit costs are higher in the summer 

than in the winter there is no load research evidence to support 

Jefferson et al.'s proposal. LG&E contends that its existing rate 

design reflects the differences in summer and winter unit coats 

and, through the declining block winter rate, attempts to reduce 

the average unit cost by spreading fixed costs over greater sales 

volumes. LG&E further contends that deficient recovery of 

134 case No. 10064, Order dated August 10, 1988. 
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customer costs through the customer charge requires these costs to 

be recovered in the initial usage steps to prevent large users 

from paying a disproportionate share of these costs. Finally, 

LG&E argues that its declining block winter rates should be 

continued to promote off-peak loads and that customer acceptance 

and revenue stability must be included in any consideration of 

rate design changes. 

The Commission finds most of LG&E's rate design changes 

proper and reasonable. on PSL and OL rates, the Commission finds 

LG&E's alternative reasonable. The 

alternative proposal, 

proposal proper and 

to which Louisville agreed, results in 

·· · ·approximately equal! "percentage increases for existing lights, be 

they mercury vapor or high pressure sodium.135 For mercury vapor 

lights installed in the future, the rates would be higher, based 

on LG&E's marginal costs, while for new high pressure sodium 

lights the rates would equal the rates for existing lights. 

The Commission is not persuaded that LG&E's residential rates 

should be redesigned in the precise manner proposed by Jefferson 

et al.: however, we find that a change resulting in an inverted 

block summer rate is appropriate. The Commission finds there to 

be substantial support for Jefferson et al.'s proposed inverted 

summer rates. LG&E is a strong summer peaker with a significant 

amount of capacity installed to meet its residential air 

conditioning load. As LG&E pointed out, its unit costs are higher 

in the summer than in the winter largely due to the relatively 

135 T.E., Volume v, November 20, 1990, page 111. 
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small increment of energy sales associated with the capacity 

required to meet its air conditioning demands.136 These summer 

load characteristics indicate that LG&E's temperature- sensitive 

load is a major contributor to its generating and transmission 

costs and point out the need for long-term reductions in peak 

demand that can translate into lower future costs. 

The Commission considers reduced peak demand, improved system 

load factor, and lower unit costs to be common goals that are in 

the beat interest of all parties. To that extent, we are not 

persuaded that LG&E's winter rate design should be modified. 

Increased off-peak loads can produce many of the same benefits as 

reduced ·on-peak loads. 

In recognition of concerns about cost recovery, customer 

acceptance, and revenue stability we have chosen a moderate 

approach to the implementation of an inverted block summer rate. 

The summer energy rate will temain unchanged for the first 600 KWH 

usage; the summer energy charge increase will be assigned in total 

to the usage in excess of 600 KWH. Given the relatively small 

number of KWH sold in relation to the capacity needed to meet air 

conditioning demands, this increase should not affect LG&E's 

revenue stability. 

Cable Television Attachment Charges ("CATV"! 

LG&E proposed increasing its charges for CATV pole 

attachments by approximately 35 percent. LG&E's calculation of 

these charges was based on the formula established by the 

136 Walker Direct Testimony, page 22. 
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.... 

Commission in Administrative Case No. 251137 with an added cost 

component for tree trimming expense. 

KCTA opposed the increase contending that LG•E's allocation 

of the entire amount of tree trimming expense included in Account 

593.004, Tree Trimming of Electric Distribution Routes, to poles 

was improper. KCTA opined that the vast majority of the expense 

goes not to clear space for poles, but to clear space for LG•E's 

overhead conductions and services and for clearing a path for the 

span of lines between the poles. KCTA proposed allocating the 

tree trimming expense based on LG•E's investment in poles compared 

to its combined investment in poles, overhead conductors, and 

services .. •thereby·. increasing'· LGfrE's ·pole"· ·attachment .charges by 

approximately 14 percent. KCTA also proposed that the approved 

pole attachment rates be calculated using the overall rate of 

return approved by the Commission in this case. 

LG5E argued that since the cable television lines are strung 

between the poles, those lines are benefited by the tree trimming 

that clears the path between the poles. LGfrE also pointed out 

that pole attachment charges are assessed through a formula, based 

on the percentage of usable space, that uses an allocation factor 

to derive the appropriate charge. 

The clearing of the span between the poles inures to the 

benefit of all parties whose lines cover the span, be they 

137 Administrative Case No. 251, The Adoption of a Standard 
Methodology for Establishing Rates for CATV Pole Attachments, 
Order dated August 12, 1982. 
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electric, telephone, or CATV. As such, the full amount of the 

tree trimming expense is properly includible in calculating the 0 

& M component of the annual carrying cost used to derive the pole 

attachment charge, Applying the annual carrying charge to an 

allocated fix coat component, derived using the percentage of 

usable space, effectively allocates the O&M component of the 

annual carrying charge. The result is a pole attachment charge 

which reflects an equitable allocation and recovery of LG&E's 

costs. The pole attachment charges proposed by LG&E, modified to 

reflect the overall rate of return of 9,89 percent, are granted. 

Gas Rate Design 

For the G-1 class,. LG&E proposed to increase customer charges 

by approximately 24 percent and commodity charges by approximately 

1.8 percent. This proposal reflected the results of LG&E'& 

cost-of-service study and the need to improve the residential rate 

of return. LG&E maintains that since the average residential 

usage is significantly smaller than the usage of the commercial 

and industrial classes served under Rate G-l, the customer charge, 

rather than the commodity charge, is the appropriate rate to 

increase for the purpose of achieving a better balance between 

class rates of return. 

The AG opposed the proposed increase in the residential 

customer charge from $4.35 to $5.40, taking issue with several of 

LG&E's cost allocators 

The AG argued that the 

conservation by placing 

used in arriving at its customer costs. 

proposal acted as a disincentive for 

the bulk of the increase on the fixed 

portion of the customer's bill. The AG calculated a customer cost 
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of $3.75 and opined that the existing charge of $4.35 was more 

than adequate, 

Jefferson et al. maintained that the customer charge increase 

would overly burden the small, lower income customers in the 

residential class. Jefferson et al. argued that LG'E's stated 

intention of increasing the residential class rate of return was 

improper because the lower risk associated with serving the 

residential class should translate into a lower rate of return. 

Jefferson et al. proposed a rate design that included increasing 

the customer charge by 2.4 percent, the amount of the overall 

requested G-1 .rate increase. 

- · Al though " .LG&E• s. ·· proposal.· for increasing" the customer charge 

may be logical and reasonable, the amount of the increase is not 

consistent with the Commission's goals of rate continuity and 

gradualism. While there is a lower risk associated with serving 

the residential class some increase in the residential class rate 

of return is warranted. As a means of achieving this increase in 

return, it is proper to assign the majority of the revenue 

increase to the customer charge, Given the magnitude of the 

increase, the Commission will assign the customer charge an 

increase of approximately 2.s times the overall G-1 percentage 

increase, exclusive of gas cost revenues. The revenue increase of 

.9 .percent 

producing 

results in a customer charge increase of 2.3 percent, 

a residential customer charge of $4.45. The 

non-residential customer charge will increase by a similar 

percentage, from $8.70 to $8.90. 

-71-



Late Payment Charges 

The AG proposed that LG&E's late payment charge be abolished. 

The AG argued that the charge was not cost-justified and that LG&E 

had not shown that the charge served as an incentive for prompt 

payment. 

Jefferson et al. proposed a plan to change the way LG&E 

credits partial payments as a means of reducing the number of late 

payment charges imposed on customers with past due account 

balances. At present, LG&E credits partial payments first to the 

customer's 

Jefferson 

past 

et al. 

due balance, 

pointed out 

then to the current month's bill. 

that this procedure results in a 

-customer 

partial 

because, 

balance, 

balance. 

customers 

being··. assessed a · late · payment charge when it makes a 

payment sufficient to cover its current month's bill 

after the payment is credited to the customer's past due 

the remainder is not enough to cover the current month's 

Jefferson et al. argued that this change would encourage 

to make timely payments on their current balances 

knowing there would be no late payment penalty assessed in a 

subsequent month when the current month's bill was paid in full. 

LG&E argued that the existing procedure serves as an 

incentive for customers to pay off their past due balances and 

that the late payment charge functions as an incentive to 

encourage timely payments. LG&E also argued that if the late 

payment charge were abolished, the loss of the associated revenues 

would have to be incorporated into the rates charged all 

customers. 
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LG&E'a late payment charge has been in its tariffs for many 

years. The AG performed no analysis on the effectiveness of this 

charge as an incentive for timely payment of bills. The 

Commission finds, as it did in LG&E's last rate case, 138 that the 

late payment charge serves as an incentive and has an important 

role in LG&E's bill collection strategy, 

The arguments of Jefferson et al. to change the way LG&E 

credits partial payments are persuasive. The Commission finds 

Jefferson et al.'s plan to be a means of minimizing the instances 

of recurring late payment charges for customers experiencing 

payment problems. When a customer can pay the current month's 

blll .pil.us,.make·a payment· toward· its past.due balance, the customer 

should not be assessed still another late payment charge, 

The Commission is mindful of LG&E'a concerns that 

implementation of Jefferson et al.'s proposal could result in 

customer laxity toward the payment of past due balances. In 

considering those concerns, the commission notes that LG&E retains 

the ability to terminate service if payment is not eventually 

made. However, to minimize the need for such actions, the 

Commission will make the following modification to Jefferson et 

al.'s proposal to create an incentive for customers to reduce 

their past due balances: When a customer with a past due balance 

makes a partial payment sufficient to pay the bill for the current 

month's usage, plus pay $10.00 or 5 percent of the outstanding 

past due balance, whichever is greater, LG&E shall credit the 

138 Case No. 10064, order dated April 20, 1989. 
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payment to the current month's bill first, then credit the 

remainder to the past due balance. Crediting the current month's 

bill first will eliminate the aaaesament of a late payment penalty 

on the current month's bill, and requiring aome payment toward the 

past due balance as a prerequisite for such crediting provides the 

customer an incentive to reduce the past due balance. The 

Commission finds that such a plan is a reasonable modification to 

LG&E'a current collection procedures and should be approved. LG&E 

is hereby directed to implement this change in the way it credits 

partial payments concurrent with the effective date of this Order. 

Transportation Service/Standby Service 

· ·KIUC· ··recommended ··that ·LG&E's·. tariffs·. be -111odified to ·make 

standby service optional for all gas transportation customers. 

KIUC claimed that, under LG&E's existing tariffs, transportation 

service exclusive of standby service was limited to Rate T 

transportation customers taking sales service under Rate G-7, 

Uncommitted Gas Service. KIUC argued that this prerequisite 

effectively forced transportation customers to take standby 

service under Rate TS which is available to customers served under 

sales rates G-1 and G-6. 

LG&E contends that Rate T is available to G-1 and G-6 sales 

customers but that a customer served on Rate T will have no 

standby or back-up protection for its Rate T volumes other than 

the G-7 rate for uncommitted gas service,139 LG&E maintains that 

139 1 9 T.E., Vo ume II, November 9, 19 o, pages 115-116. 
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KIUC has misinterpreted the Rate T tariff regarding the 

precondition of being a G-7 sales customer. 

The Commission can understand KIUC's reading and 

interpretation of the Rate T tariff language which states 

"available to commercial and industrial customers serviced under 

Rate G-7. • " to mean that being a G-7 sales customer is required 

in order to receive transportation service under Rate T. We also 

understand LG&E's explanation that the intent of the tariff is to 

indicate that for customers taking transportation service under 

Rate T, LG&E will not be obligated to provide standby quantities 

other than the unco111111itted gas available under Rate G-7. Some 

modification ·of· the··tariff language regarding ·the· availability of 

Rate T is needed to eliminate this misunderstanding. The 

above-quoted reference to Rate G-7 should be eliminated and a 

description of the limited protection of uncommitted gas offered 

under Rate G-7 should be added. LG&E should so modify this tariff 

when it files its revised tariffs setting forth the rates approved 

in this proceeding. 

Pipeline Demand Charges 

KIUC proposed that the pipeline supplier's demand component 

of LG&E's G-6 rates be reduced. KIUC opined that G-6 customers, 

being subject to interruption during the winter, have a lower 

quality of service than G-1 customers, and that this lower quality 

of service should be reflected in lower rates. We do not agree. 

Rate G-6 customers are subject to interruption for only 90 

days during the winter season. LG&E's pipeline demand costs are 
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lower due both to its storage capabilities and the 

interruptibility of rate G-6 customers. 

KIUC presented no evidence or analysis to support its 

argument. 

of the 

G-6 customers receive firm service for all but 90 days 

year. The quality of their service is not significantly 

different than that of G-1 customers. In addition, LG&E's lower 

pipeline demand costs are flowed through to all customers, both 

firm and interruptible, regardless of whether the lower cost 

results from LG&E's storage capabilities or the interruptibility 

of its G-6 customers, 

Fuel Adjustment Clause 

. • ··KIUC proposed•that -LG&E's·•lectr-ic fuel coata be removed from 

the base energy charges contained in LG&E's tariffs. KIUC argued 

that fuel costs should be recovered solely through the operation 

of the fuel clause and should be shown separately from non-fuel 

costs. 

We disagree. The fuel clause regulation, 807 KAR 5:056, 

requires the establishment of a level of fuel costs in base rates 

such that, at the time of setting the base rates, the fuel 

adjustment factor will be equal to zero. 

Tariff Changes 

The Commission has addressed a number of specific rate design 

and tariff changes proposed either by LG&E or the intervenors. 

Several of the changes proposed by LG&E include text additions, 

deletions, or revisions which were not challenged by any party. 

The commission has reviewed all such changes and finds they should 
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be approved. Due to their voluminous nature, these text changes 

are not included in the Appendix. 

OTHER ISSUES 

Manaqement Audit 

While the conunission is encouraged by the organizational 

efficiencies and expected savings described by LG&E concerning its 

work force, the Conunission remains concerned that all aspects 

supporting LG&E's organization structure are not in place. LG&E 

has indicated that the restructuring or downsizing dealt primarily 

with management employees.140 LG&E has apparently not completed 

its evaluation of human resources needs and systems, but has begun 

,a .. pr.ocess of .. continuou11-.impr.ovement ·.recognizing that the changes 

will take time to implement properly.141 LG&E further indicated 

that this was the first year that organizational development had 

been seriously included in LG&E's five year plan and that a 

manpower planning process was currently being designed for 

implementation in January 1991.142 

The Commission fully expects LG&E to pursue in a prompt and 

expeditious manner the organizational and operational efficiencies 

described during this proceeding. LG&E's efforts in this area 

will be monitored by the Commission through the normal management 

audit follow-up process. 

140 T.E., Volume II, November 8, 1990, page 126. 

141 wood Direct Testimony, page 4. 

142 T.E., Volume II, November 8, 1990 1 page 200. 
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LG&E also discussed the 4KV conversion program stating that 

the program was scheduled for completion in approximately the year 

2004.143 Because of the savings estimated by LG&E in an internal 

study, the Commission encourages LG&E to continue its dialogue 

with the Management Audit Staff regarding the optimal conversion 

schedule during the management audit follow-up process. 

Energy Conservation Programs 

Paddlewheel proposed that the Commission establish a task 

force to design and administer capacity-avoiding conservation 

programs for LG&E. Paddlewheel suggested that the task force 

include LG&E Staff, Commission Staff, traditional intervenors, and 

conservation· experts ··located in· LG&E's service territory. 

Paddlewheel opined that the Commission, or specifically Commission 

regulations, have impeded the development of conservation programs 

in Kentucky. Paddlewheel recommended that the Commission provide 

utilities incentives for conservation by allowing conservation 

expenditures to be treated as rate base investments on which a 

utility can earn a return rather than as operating expenses for 

which it will be reimbursed. Subsequent to the hearing, 

Paddlewheel filed a motion requesting the Commission enter an 

Order formally establishing a task force. 

LG&E indicated it was interested in expanding its energy 

conservation programs and would agree with Paddlewheel that rate 

base treatment of conservation expenditures would serve as an 

incentive to encourage utilities to design and implement new 

143 T.E., Volume III, November 9, 1990, page 199. 
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conservation programs. LG&E also indicated it would like to 

participate in a collaborative process (task force) to develop new 

conservation programs. 

The C0111111ission endorses the proposal to establish a task 

force for the purpose of designing and overseeing new conservation 

programs at LG&E. The commission is also agreeable to allowing 

utilities to earn a return on conservation expenditures as an 

incentive to encourage development of such programs. 

The Commission notes that neither at present nor in the past 

has it had a regulation or policy that acted as a deterrent to 

utilities making conservation expenditures. In fact, over 9 years 

. ·ago· the· ··Commi·ssi-on ·st-ated,· ·."We "have·· in ·mind an aggressive 

conservation program, which sees expenditures on conservation not 

as an unfortunate necessity or misguided effort, but rather as an 

investment, and as such an alternative to investment in added 

generating capacity. 11144 (emphasis in original) We encourage LG&E 

and interested intervenora to begin discussion on these matters 

for the purpose of establishing general goals and establishing a 

task force, including Commission Staff, to develop new 

conservation programs for LG&E. However, nothing in Paddlewheel's 

motion convinces the Commission that there is a present need to 

order the establishment of such a task force. 

144 Case No. 8177, General Adjustment of Electric Rates of 
Kentucky Utilities Company, Order dated September 11, 1981. 
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Cane Run Unit No. 3 ("Cane Run No. 3") 

KIUC and Jefferson et al. recommend that LG'E be prohibited 

from retiring cane Run No. 3 until an independent evaluation of 

the unit could be performed to determine its reliability and 

possible renovation to extend its active service life. Jefferson 

et al. also proposed that the Commission establish a process 

requiring a certificate of decommissioning be obtained by a 

utility prior to retiring a generating unit. After the hearing in 

this case, Paddlewheel moved to establish a case in order to 

investigate the status of Cane Run No. 3. 

LG'E agreed that it would not retire, or take any measure to 

ret-ir-e, ·Cane , Run" ·No •. 3 · unt11 an'. ·i:ndependent ·evaluation was 

performed on the unit, either by someone chosen by the Commission 

or selected by agreement of the company and the intervenors.145 

LGiE did, however, have some questions as to the cost and payment 

for the evaluation and the time frame within which the study might 

be performed. 

The Commission endorses the proposal agreed to by LG'E that 

an independent party be selected to perform an evaluation of Cane 

Run No. 3 prior to its retirement from service. LG•E should begin 

the process of selecting an independent expert to perform the 

evaluation. In the event that LG&E and the intervenor& are unable 

to agree on an expert, the Commission will facilitate the 

selection. The cost, as with any outside service, should be borne 

by LG&E, with rate recovery at some future point. The Commission 

145 T.E., Volume I, November 7, 1990, page 167 • 
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would expect the evaluation to be completed prior to the time of 

LG&E's initial filing under the integrated resource planning 

regulation in late 1991. The Commission finds no need to 

establish a case at this time. Accordingly, Paddlewheel's motion 

will be denied. 

Ohio Valley Electric Corporation ("OVEC") Power Agreement 

LG&E is one of 15 owners of OVEC, an electric utility which 

sells power to the Department of Energy ("DOE") under a contract 

that expires in October 1992, If the DOE contract is not renewed 

in 1992, the OVEC power reverts to its owners. LG&E would have 

rights to 165 MW of OVEC capacity if the contract is not renewed. 

· · · . RIOC . recommended that the <Commission ··i-mplore LG&E to take 

reasonable steps to enhance the usefulness of the OVEC surplus 

capacity, KIUC proposed that the Commission hold LG&E financially 

responsible for the OVEC capacity by refusing to allow additional 

Trimble County capacity, or other capacity, in rate base so long 

as LG&E's surplus OVEC entitlement results in sufficient capacity 

to offset the need for additional Trimble County capacity. 

LG&E should take reasonable steps to enhance the usefulness 

of surplus OVEC capacity and all other available capacity, be it 

through upgrading its hydro capacity or extending the useful life 

of cane Run No. 3. All of these planning issues, and any new 

conservation programs, can be reviewed under the integrated 

resource planning regulation. As part of that review, and in 

future rate cases, the Commission will require that LG&E fully 

explore OVEC capacity, as well as other capacity alternatives, 

prior to allowing additional Trimble County capacity in rate base. 
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Reporting for the Holding Company 

In the final Order in Case No. 89-374, the Commission 

indicated that LG&E should provide certain reports to the 

Commission concerning the activities of the Holding Company, 

Since the issuance of that Order, LG&E has become a subsidiary of 

the Holding Company, as was envisioned in the application in Case 

No. 89-374. The final Order in Case No. 89-374 did not contain a 

specific date on which LG&E was to begin providing the listed 

reports. LG&E should begin filing these reports immediately. 

Reports due annually 

reports due quarterly 

December · 31, . 1990. 

should begin with calendar year 1990, and 

should begin with the quarter ending 

These .reports. should be .filed with the 

Commission within 30 days after the end of the reporting period. 

SUMMARY 

After consideration of all matters of record, the evidence, 

and being otherwise sufficiently advised, the Commission finds 

that: 

l, The rates in the Appendix, attached hereto and 

incorporated herein, are the fair, just, and reasonable rates for 

LG&E to charge for service rendered on and after January l, 1991. 

2. The rates proposed by LG&E would produce revenue in 

excess of that found reasonable herein and should be denied. 

IT IS THEREFORE ORDERED that: 

l. The rates in the Appendix be and they hereby are 

approved for service rendered by LG&E on and after January l, 

1991. 
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2. The rates proposed by LG&E are hereby denied. 

3. The tariff changes authorised herein are approved for 

service rendered on and after January l, l99l. 

4. Paddlewheel's motions to establish cases to designate a 

conservation task force and to investigate the status of Cane Run 

No. 3 be and they hereby are denied. 

5. Within 30 days from the date of this Order, LG&E shall 

file with the Commission revised tariff sheets setting out the 

rate and tariff changes approved herein. 

6. Annual reports concerning the Holding Company shall 

begin with calendar year 1990, while quarterly reports concerning 

the Holding Company shall begin with the quarter ending December 

31, 1990. LG&E shall file these reports 30 days after the end of 

the reporting period. 

Done at Frankfort, Kentucky, this 21st day of Decad>er, 1990. 

c rman 

~·~ 

ATTEST: 

~~~ ssioner \ 
~ 

hr~ 



APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 90-158 DATED 12/21/90 

The following rates and charges are prescribed for the 

customers in the area served by Louisville Gas and Electric 

Company. All other rates and charges not specifically mentioned 

herein shall remain the same as those in effect under authority of 

this Commission prior to the effective date of this Order. 

RATE: 

~: 

ELECTRIC SERVICE 

RESIDENTIAL RATE 
(RATE SCHEDULE R) 

Customer Charge: $3.29 per meter per month 

Winter Rate: (Applicable during 8 monthly billing 
periods of October through May) 

First 600 kilowatt-hours per month 
Additional kilowatt-hours per month 

5.905¢ per KWH 
4.584¢ per KWH 

Summer Rate: (Applicable during 4 monthly billing periods 
of June through September) 

First 600 kilowatt-hours per month 
Additional kilowatt-hours per month 

WATER HEATING RATE 
(RATE SCHEDULE WH) 

6.402¢ per KWH 
6.555¢ per KWH 

Customer Charge: $0.93 per meter per month. 

All kilowatt-hours per month 4.339¢ per KWH 

Minimum Bill: The customer charge. 



RATE: 

M!!: 

Customer Charge: 

GENERAL SERVICE RATE 
(RATE SCHEDULE GS) 

$3.89 per meter per month for single-phase service 
$7.78 per meter per month for three-phase service 

Winter Rate: (Applicable during 8 monthly billing periods 
of OCtober through May) 

All kilowatt-hours per month 6.317¢ per KWH 

Summer Rate: (Applicable during 4 monthly billing periods 
·of June through September) 

All kilowatt-hours per month 7.102¢ per KWH 

SPECIAL RATE FOR ELECTRIC SPACE HEATING SERVICE 
RATE SCHEDULE GS 

Customer Charge: $2.24 

For all consumption recorded on the separate meter during the 
heating season the rate shall be 4.568¢ per kilowatt-hour. 

Minimum Bill: 
in addition to the 
this rider applies. 

The customer charge. This minimum charge is 
regular monthly minimum of Rate GS to which 
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RATE: 

RATE: 

LARGE COMMERCIAL RATE 
(RATE SCHEDULE LC) 

Customer Charge: $17.09 per delivery point per month 

Demand Charge: 

Winter Rate: (Applicable 
during 8 monthly billing 
periods of October through 
May) 

All kilowatts of billing 
demand 

Summer Rate: (Applicable 
during 4 monthly billing 
periods of June through 
September) 

All kilowatts of billing 
demand 

Energy Charge: 

All kilowatt-hours per month 

Secondary 
Distribution 

$7.33 per KW 
per month 

$10.43 per KW 
per month 

3.139¢ 

LARGE COMMERCIAL TIME-OF-DAY RATE 

Primary 
Distribution 

$5.68 per KW 
per month 

$8.53 per KW 
per month 

Customer Charge: $18.92 per delivery point per month 

Demand Charge: 

Basic Demand Charge 
Secondary Distribution 
Primary Distribution 

Peak Period Demand Charge 
Summer Peak Period 
Winter Peak Period 

Energy Charge: 

$3. 71 per KW per month 
$2.0l per KW per month 

$6.72 per KW per month 
$3.57 per KW per month 

3.139¢ per KWH 

-3-



RATE: 

Customer Charge: 

Demand Charge: 

INDUSTRIAL POWER 
(RATE SCHEDULE LP) 

$42.22 per delivery point per 
month 

Secondary Primary Transmission 
Distribution Distribution Line 

Winter Rate: 
(Applicable during 8-
monthly billing periods 
of October through May) 

All kilowatts of $8.19 per KW $6.24 per KW $5.03 per KW 
billing demand per month per month per month 

Summer Rate: 
(Applicable during 4-

.monthly billing periods 
of June through September) 

All kilowatts of $10.82 per KW $8.88 per KW $7.66 per KW 
billing demand per month per month per month 

Energy Charge: 

All kilowatt-hours per month 2.716¢ per KWH 

INTERRUPTIBLE SERVICE 

!!!,!: 

The monthly bill for service under this rider shall be determined 
in accordance with the provisions of either Rate LC, Rate LC-TOD, 
Rate LP, or Rate LP-TOD, except there shall be an interruptible 
demand credit of $3.30 per kilowatt per month. 
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RATE: 

INDUSTRIAL POWER TIME-OF-DAY RATE 
(RA'l'E SCHEDULE LP-TOD) 

Customer Charge: $44.31 per delivery point per month 

Demand Charge: 
Basic Demand Charge: 

Secondary Distribution 
Primary Distribution 
Transmission Line 

Peak Period Demand Charge: 
Summer Peak Period 
Winter Peak Period 

Energy Charge1 

$5.32 per KW per month 
$3.34 per KW per month 
$2.13 per KW per month 

$5.57 per KW per month 
$2.96 per KW per month 

2.708¢ per KWB 

OUTDOOR LIGHTING SERVICE 
(RATE SCHEDULE OL) 

Rate Per· Month Per Unit 

Installed Prior to 
January 1, 1991 

Installed After 
December 31, 1990 

Overhead Service 
Mercury Vapor 

100 watt• 
175 watt 
250 watt 
400 watt 

1000 watt 

High Pressure Sodium Vapor io watt 
150 watt 
250 watt 
400 watt 

Underground Service 
Mercury Vapor 

100 Watt - Top Mounted 
175 Watt - Top Mounted 

-5-

$6.92 
7.83 
8.87 

10.80 
19.69 

$7.69 
9.84 

11.62 
12.27 

$12.06 
12.83 

$ -o-
9.23 

10.32 
12.37 
22.32 

$7.69 
9.84 

11.62 
12.27 

$12.81 
13.81 



High Pressure Sodium Vapor 

100 Watt - Top Mounted 
150 Watt 
250 Watt 
400 Watt 

$14.19 
19.33 
22.17 
24.40 

* Restricted to those units in service on 5-31-79. 

Special Terms and Conditions: 

$14.19 
19.33 
22.17 
24.40 

Company will furnish and install the lighting unit complete with 
lamp, fixture or luminaire, control device and mast arm. The above 
rates for overhead service contemplate installation on an existing 
wood pole with service supplied from overhead circuits onlyr 
provided, however, that when possible, floodlights served hereunder 
may be attached to existing metal street lighting standards supplied 
from overhead service. If the location of an existing pole is not 
suitable for the installation of a lighting unit, the Company will 
extend its secondary conductor one span and install an additional 
pole for the support of such unit. The customer to pay an 
additional charge of $1.64 per month for each such pole so 
installed. . If still ·further poles or conductors are required to 
extend service to the lighting unit, the customer will be required 
to make a non-refundable cash advance equal to the installed coat of 
such further facilities. 

~: 

PUBLIC STREET LIGHTING SERVICE 
IRATE SCHEDULE PSL) 

Rate Per Month Per Unit 

Installed Prior to 
January l, 1991 

Type of unit 

Overhead Service 

Mercury Vapor 
100 watt (open bottom 

fixture) 
175 Watt 
250 Watt 
400 Watt 
400 Watt (underground 

pole) 
1000 Watt 

-6-

$6.22 
7.28 
8.28 
9.90 

14.31 
18.39 

Installed After 
December 31, 1990 

$ -o-
9. 05 

10.15 
12.20 

-o-
22. 07 



RATE: 

RATE: 

High Pressure Sodium vapor 
iso watt 
250 Watt 
400 Watt 

Underground Service 
Mercury Vapr 

ioo1tat - Top Mounted 
175 Watt - Top Mounted 
175 Watt 
250 Watt 
400 Watt 
400 Watt on State of 

KY Pole 
Bigh Pressure Sodium Va~r 

ioo watt - Top Mounte 
150 Watt 
250 Watt 
250 Watt on s·tate of 

KY Pole 
400 Watt 

Incandescent 
l!oo Lumen 
6000 Lumen 

8.9o 
10.66 
11.10 

10.16 
11.12 
15.09 
16.12 
18.96 

11.21 

11.17 
19.32 
20.50 

10.48 
21.95 

9.29 
10.91 

8.90 
10.66 
11.10 

12.55 
13.63 
21.47 
22.57 
24.62 

-o-
11.17 
19.32 
20.50 

-o-
21.95 

-o-
-o-

STREET LIGHTING ENERGY RATE 
<RATE SCHEbULE SLE) 

$3.972¢ per kilowatt hour 

TRAPPIC LIGHTING ENERGY RATE 
(RATE SCHEDULE TLE) 

Customer Charge: 

All kilowatt-hour per month 

Minimum Bill 

-7-

$2.45 per meter per month 

4.992¢ per KWH 

The customer cbar9e. 



Demand Charge 

Primary Power 

SPECIAL CONTRACT FOR ELEC'l'RIC SERVICE 
CARBON GRAPHITE SPECIAL CONTRACT 

(28,500 KW) $11.82 per 
Secondary Power (Excess KN) $5.91 per 

Demand Credit for Primary 
Interruptible Power (24,500 KW) $3.30 per 

Energy Charge 
All KWH 1.946¢ per 

SPECIAL CONTRACT FOR ELECTRIC SERVICE 
E, I, DUPONT DE NEMOURS SPECIAL CONTRACT 

Demand charge 

$11.14 per KW of billing demand per month 

.Energy Charge 

2.012¢ per KWH 

Demand Charge 

Winter Rate: 

SPECIAL CONTRACT FOR ELECTRIC SERVICE 
FORT KNOX SPECIAL CONTRACT 

KN per month 
KN per month 

KN per month 

KWH 

(Applicable during 8 monthly billing periods of October through 
May) 

All KW of Billing Demand $6.32 per KW per month 

Summer Rate: 
(Applicable during 4 monthly billing periods of June through 
September) 

All KW of Billing Demand $8. 52 per KW per month 

Energy Charge: All KWH per month 2.605¢ per KWH 
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SPECIAL CON'l'RAC'l' POR BLEC'l'RIC SERVICE 
LOUISVILLE WATER COMPANY SPECIAL CON'l'RAC'l' 

Demand Charge 

$7.62 per KW of billing demand per month 

Energy Charge 

2.138¢ per KWH 

GAS SERVICE 

The Gas Supply Cost component in the following rates has been 
adjusted to incorporate all changes through Case No. 10064-J, 

GENERAL GAS RATE 
G-1 

Customer Charge: 

$4.45 per delivery point per month for residential 
service 

$8.90 per delivery point per month for non-residential 
service 

Charge Per 100 Cubic Feet1 

Distribution Coat Component 11.075¢ 
Gas Supply Cost Component 27.323¢ 

Total Charge Per 100 
Cubic Feet 38. 398¢ 
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SUMMER AIR CONDITIONING SERVICE UNDER GAS RATE G-1 

The rate for "Summer Air Conditioning Consumption,• as de­
scribed in the manner hereinafter prescribed, shall be as followa1 

!!!.!= 

Charge Per 100 Cubic Feet1 

Distribution Coat Component 
Gas Supply Coat Component 

Total Charge Per 100 Cubic Feet 

6.075¢ 
27.323¢ 

33.398¢ 

GAS TRANSPORTATION SERVICE/STANDBY 
RATE TS 

In addition to any and all charges billed directly to company by 
other parties related to the transportation of customer-owned gas, 
the following ·charges·· shall apply 1 

Administrative Charge: $90.00 per delivery point per month. 

!t:.! 
Distribution Charge Per Mcf $1.1075 
Pipeline Supplier's Demand Component .2032 

Total $1.3107 

-10-
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$0.5300 
.2032 

$0.7332 
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WITNESS/RESPONDENT RESPONSIBLE: 
Lane Kollen 
 
QUESTION No. 14 
PAGE 1 of 1 
 
Refer to the Kollen Testimony, page 43, line 7. 
 

a. Provide support for the proposed 4 percent debt cost. 
b. Provide the most current long term debt rate for 10, 20, and 30 year tenor. 

 
RESPONSE:  
 
Please see attached utility long-term debt yields as published in the Mergent Bond Record, which 
approximates 3.0% for A/Baa rated utility debt at the end of August.  Mr. Kollen proposed 4.0% 
for this adjustment, subject to true-up through the deferral mechanism that he recommends.  The 
Commission could consider 3.0% in lieu of the proposed 4.0%, but the effect on customers would 
be the same due to the true-up and the return on the true-up over or under recovery.  If, for example, 
the Commission uses 3.0% for the new debt issue, then the Company would defer the difference 
in the interest expense between the actual rate of 7.250% and the 3.0% reflected in the revenue 
requirement from the date base rates are reset through the maturity and redemption date for the 
maturing issue and then defer the difference in the interest expense between the actual rate and the 
3% on the new issue reflected in the revenue requirement until the date base rates are reset in a 
future base rate proceeding.   
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WITNESS/RESPONDENT RESPONSIBLE: 
Lane Kollen 
 
QUESTION No. 15 
PAGE 1 of 1 
 
Refer to the Kollen Testimony, page 43, lines 12–13. Explain whether the proposed regulatory 
asset should include a carrying charge, and if so, what rate this carrying charge should be. 
 
RESPONSE:  
 
Yes.  The Commission could select a carrying charge ranging from the cost of short-term debt at 
the low end to the weighted cost of capital at the high end.  For example, if the Commission agrees 
with the Company’s proposal to reduce short-term debt first for the Mitchell Coal Stock 
adjustment, then it would be appropriate to use the cost of short-term debt for this deferral as well 
under the assumption that the Company uses short-term debt to finance deferrals.  If, however, the 
Commission agrees with the AG and KIUC that the Mitchell Coal Stock adjustment should be 
made proportionately across the components of the capital structure, then it would be appropriate 
to use the weighted cost of capital for the deferral.  Alternatively, the Commission could select the 
average cost of long-term debt as an approximate midpoint of the range available for this purpose.  
The carrying charge should be applied in arrears and on a compounded basis to the deferral net of 
accumulated deferred income taxes at the end of the prior month.  
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WITNESS/RESPONDENT RESPONSIBLE: 
Lane Kollen 
 
QUESTION No. 16 
PAGE 1 of 2 
 
Refer to the Kollen Testimony, page 46, lines 13–14. Provide support for the assertion that since 
the Commission’s Order in Case 2017-00179,11 the economic conditions of Eastern Kentucky have 
deteriorated further. 
 
RESPONSE:  
 
Refer to Company witness Mr. Mattison’s Direct Testimony at 6-7 wherein he describes the 
economic circumstances in Eastern Kentucky, including the Company’s service territory as 
follows: 

Economic development and retention are important priorities to both Kentucky Power and 
its customers. As discussed further in Company Witness Wiseman’s testimony, the entire 
eastern Kentucky region, including the Company’s service territory, is struggling 
economically. There is a critical need for the Company to assist with efforts to maintain 
existing customers and further develop the region’s economy.  

 
 In addition, refer to Mr. Mattison’s Direct Testimony at 10 wherein he describes the 
economic challenges caused by COVID-19 and how this has worsened the economic situation as 
follows: 
 
 As I touched on earlier, Kentucky Power fully understands the economic challenges that 

its customers and the eastern Kentucky region have been facing over the last several years. 
COVID-19 has only worsened the economic situation. The Governor, the Public Service 
Commission of Kentucky (“Commission”), and the Company have taken several important 
steps to mitigate the financial impact of the COVID-19 pandemic on customers, including 
suspending utility service terminations and ceasing the collection of late payment fees from 
customers. Despite those efforts, and due to the impacts on business and industry associated 
with business closures, social distancing, and stay home orders during this public health 
emergency, a significant number of Kentucky Power’s customers have been unable to pay 
for electric service. 

 
 

Further, refer to Mr. Mattison’s Direct Testimony at 13 wherein he refers to the unique 
economic and financial challenges facing the Company’s customers as follows: 
                                                           
11 See Case No. 2017-00179 Electronic Application of Kentucky Power Company for (1) a General Adjustment of Its Rates 
for Electric Service; (2) an Order Approving Its 2017 Environmental Compliance Plan; (3) an Order Approving Its Tariffs 
and Riders; (4) an Order Accounting Practices to Establish Regulatory Assets and Liabilities; and (5) an Order Granting All 
Other Required Approvals and Relief, (Ky. PSC June 28, 2018). 
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QUESTION No. 16 
PAGE 2 of 2 
 

Each of these measures represents a one-time proposal that Kentucky Power is making, 
without prejudice to the Company’s positions in future rate cases, in recognition of the 
unique economic and financial challenges that customers in the Company’s service 
territory are facing as a result of COVID-19. 

 
Finally, refer to Ms. Wiseman’s Direct Testimony at 21-22 wherein she describes the 

declining economic trend in the Company’s service territory: 
 

The primary impact of the downward economic trend is the loss of load and customers.  
Between 2008 and 2019, Kentucky Power’s lost 10,184 customers or approximately 6.4 
percent of its total customers. During the same period, the Company has seen its total 
annual weather normalized sales fall by approximately 23.4 percent from approximately 
7.4 GWh to 5.7 GWh. 
 
Furthermore, unemployment and declining economic activity in the entire eastern 
Kentucky region has resulted in a concomitant population decline in 19 of the 20 counties 
comprising the Company’s service territory.[Footnote omitted]  Between 2008 and 2019, 
population in the Company’s service territory has decreased by approximately 33,000 
individuals or 7.6 percent. [Footnote omitted] Moreover, the overall unemployment rate in 
the 20 counties comprising Kentucky Power’s service territory is markedly higher than the 
4.3 percent unemployment rate for Kentucky as a whole.[Footnote omitted]  

Unemployment in the Company’s service territory ranges from a high of 13.8 percent in 
Magoffin County to a low of 5.1 percent in Rowan County. 
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WITNESS/RESPONDENT RESPONSIBLE: 
Lane Kollen 
 
QUESTION No. 17 
PAGE 1 of 1 
 
Refer to the Kollen Testimony, page 49, lines 20–24, through page 52, lines 1–2. Mr. Kollen 
proposes to extend the depreciation expense for Rockport 2 SCR from three years to ten years, 
beyond the termination of the Rockport UPA lease. Explain why it is reasonable for future rate 
payers to pay the depreciation expense associated with an asset for which the future rate payer is 
not benefiting. 
 
RESPONSE:  
 
Fundamentally, it is not reasonable for customers to pay for the significant capital cost of a new 
SCR over three years. The three-year depreciation period is due solely to the remaining term of 
the AEGCo lease with various banks, not the service life of the asset.  The SCR has a service life 
of 20 or more years and would have been depreciated over its service life if AEGCo had not entered 
into the series of leases on Rockport 2.  In the absence of the leases, the Company would have paid 
only 3/20 of the capital cost during the remaining term of the Rockport UPA, consistent with its 
usage of the asset.   

Mr. Kollen recommends a recovery of the cost of the new SCR over ten years to mitigate 
the effect on present customers over the next three years, most of whom also will be the future 
customers over the ten years.  The Commission previously approved the deferral of a portion of 
the Rockport UPA expense for five years while it remains in effect followed by an amortization of 
the deferrals over five years after it no longer is in effect.   

Mr. Kollen’s recommendation is consistent with the Commission’s decision to defer and 
amortize in the prior proceeding in order to mitigate and smooth the rate effects of the Rockport 
UPA through 2022.   

Mr. Kollen’s recommendation also is consistent with the Commission’s decision to defer 
the remaining net book value of and the decommissioning costs as incurred for Big Sandy 2 and 
the coal-related assets of Big Sandy 1 and to recover those costs over 25 years after those assets 
no longer were retired. 
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